Critical Analysis of Loss and Damage Concepts under Process of Economic Assessment  by Palekienė, Oksana et al.
 Procedia - Social and Behavioral Sciences  156 ( 2014 )  304 – 309 
Available online at www.sciencedirect.com
1877-0428 © 2014 The Authors. Published by Elsevier Ltd. This is an open access article under the CC BY-NC-ND license 
(http://creativecommons.org/licenses/by-nc-nd/3.0/).
Peer-review under responsibility of the Kaunas University of Technology.
doi: 10.1016/j.sbspro.2014.11.193 
ScienceDirect
19th International Scientific Conference; Economics and Management 2014, ICEM 2014, 23-25
April 2014, Riga, Latvia
Critical analysis of loss and damage concepts under process of 
economic assessment
2NVDQD3DOHNLHQơa*-XUJLWD%UXQHFNLHQơbäDQHWD6LPDQDYLþLHQơc
a, b , c .DXQDV8QLYHUVLW\RI7HFKQRORJ\.'RQHODLþLRJ/7-44029 Kaunas, Lithuania
Abstract
In the scientific literature, as well as in political and business life, the concepts of loss and damage are often used, but so far, 
studying the research papers are often confounded under what circumstances and conditions loss or damage concepts could be 
used. Due to the fact that the loss and damage concepts are widely used in economic literature, legal terms, trading, and financial 
system, the use of these concepts is quite complicated and should be additionally clarified. However loss and damage concept as 
a single economic phenomenon under process of economic assessment is not clearly enough defined and requires additional 
researchers’ attitudes.  
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1. Introduction
State economy level is the key factor defining income to the state budget and living standards in the regions. 
Constantly are looking for ways in order to ensure the sustainable state's economic development. However, arising 
negative conditions in the economic environment, such as slowing of the national and regional economic growth 
rates, increasing the budget deficit, bankruptcies of the enterprises, growing of unemployment, declining investment 
and consumption and other economic and social problems, instigate a tight economic situation in both the private 
and the public sectors, which balances out the economy and losses incurred at the micro and macro levels. 
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The economic assessment of damages is very important, because it allows to find the most sensitive and 
vulnerable economic subjects, to assess the incurred losses, and the possible lost profit or lost income, and to 
increase the economic efficiency of the whole socio-economic system. In scientific literature (Hall & Lazear, 2000; 
Page, 1996;  Dijk & Verboven, 2008, 2009; Png, 2005) emphasized that the economic assessment of damages is a 
complicated process, especially at the national level, because it is important to compare the actual results with 
potential or achieve the desired results. Noticeable, in academic literature two different concepts are used, which are 
often overlapped and are of similar meanings – loss and damage. However, loss and damage concepts are not 
identical; there is a distinction between legal and economic approaches of analyzed concepts. Despite of loss and 
damage concepts content, they are often interchangeable and used as synonyms. Both of these concepts equally are 
XVHG LQ OHJDO OLWHUDWXUH $PEUDVLHQơ  0LNHOơQDV  9ơO\YLV 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
European Court of Justice, 1967; Civil Code of Republic of Lithuanian, 2000; etc.) as well as in economic 
9DLWNHYLþLǌWơäYLUEOLV)DUOH[)LQDQFLDO'LFWLRQDU\HWF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damage concepts is different because of several aspects: the interpretation in legal and economic scientific literature, 
the content of loss and damage concepts depend on event, place and time. 
The novelty of this scientific research is to evidenced, that performing the analysis of recent scientific literature 
the authors found the essential differences between loss and damage concepts, although both of them are overlapped 
and used as synonymous. However, the significance of these concepts and their content of use are different. 
Therefore, according to the legal and economic relationship and inseparability of modern society, there is a need to 
provide critical aspects of loss and damage concepts theoretical interpretation.
The objective of the paper is to identify the specific aspects of loss and damage concepts, which are essential for 
the formation of the methodological framework for economic assessment
Research methods - a systematic and comparative analysis of scientific literature, laws and other legal acts and 
logical analysis. 
This research was funded by a grant (No. IEP-01/2012) from the Research Council of Lithuania. 
2. Comparative theoretical analysis of loss and damage concepts
The first more detailed analysis of the issues of loss in economic terms appeared in the early 20th century. ɑɟɣɡ
(1926) was the first one economist remarked that the forecast companies profit was not conform to expectations and 
projections, other words business losses was thought as the synonymous with inefficiency. In order to assess the 
economic losses in moneWDU\IRUPɑɟɣɡSURSRVHGWRHYDOXDWHWKHFRVWVRIXQHFRQRPLFDOSURFHVVORVWZRUNKRXUV
losses of material, etc.), and to estimate what the final financial outcome will be in a case of loss prevention or 
improvement of production technological processes. ,QWKHERRN³Ɍɪɚɝɟɞɢɹɪɚɫɬɨɱɢɬɟɥɶɫɬɜɚ´ɑɟɣɡWKHQRWLRQRI
³HFRQRPLFZDVWH´ZDVXVHGIRUWKHILUVWWLPH%DVHGRQɑɟɣɡWKHZDVWHZDVDQ\NLQGRIREVWDFOHWRPDNHPD[LPXP
XVHYDOXHZLWKDPD[LPXPFRVWVɑɟɣɡ8SZDUGVLQ-1970, technological and economic aspects were 
introduced in the process of losses assessment and the scope of application of the loss concept was extended from a 
FRUSRUDWHOHYHOWRDQDWLRQDOOHYHOɈɬɱɟɬɤɨɦɢɫɫɢɢȽɭɜɟɪɚɋɨɛɨɥɶȽɨɥɨɜɢɧɄɚɪɟɜ
%DVHGRQɅɟɣɤɢɧɚZKRFRQVLGHUHGWKHORVVHVLQWKHSURFHVVRISURGXFWLRQDQGVDOHVORVVLQWKHVRFLDODQG
economic term is the difference between objectively possible (based on the technical level of production resources) 
and the prevailing level of satisfaction RI PDWHULDO DQG FXOWXUDO QHHGV RI WKH SHRSOH Ʌɟɣɤɢɧɚ  )URP
economics perspective losses are understand as difference between the volume of production which could be 
produced and realized by the consumers using rationally human labor and technology of production, and the volume 
of production which are really produced and consumed. 
In legal terms the analysis of loss concept isn’t of additional controversy. The Bouvier’s Law Dictionary defines 
losses as 1) the value of injury or accident caused by other person’s negligence and carelessness; 2) breach of 
contract or law; 3) impairment of resources of the injured party, increase of insurer’s liabilities. According to 
9ơO\YLVHWDOORVVHVLQFLYLOODZDUHXQGHUVWRRGDVDIRUPRIFLYLOOLDELOLW\ impairment of material goodies of 
a creditor that cannot be recovered in kind and that, as a result, attracts a duty to compensate damages. The concept 
of damage was particularized in judgments of the European Court of Justice already in 1967, establishing that 
damage means a reduction in a person’s assets or in any other valuables protected by law. It is economic loss 
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defined and measured considering both the actual losses sustained (damnum emergens) as well as lost profit (lucrum 
cessans). 
The development of loss concept analysis revealed that it often overlapped with damage concept. Theoretical 
analysis of loss and damage concepts has shown that the definition of damage formulated by the European Court of 
Justice is consistent with the definition of damage provided by the Civil Code of the Republic of Lithuania. The 
Civil Code of the Republic of Lithuania defines loss as the expression of damage in money, i.e., costs incurred 
GLUHFW ORVVHVDVZHOODV ORVWSURILW LQGLUHFW ORVVHV$PEUDVLHQơHWDO 009) defines losses as a certain form of 
civil liability and negative consequences of unlawful acts in the area of injured party’s property. According to 
0LNHOơQDVLQFLYLOODZRIYDULRXVFRXQWULHVORVVHVDUHFRPPRQO\XQGHUVWRRGDVWKHDPRXQWRIPoney to be 
recovered as a compensation for damage of whatever type, irrespective of whether it results from the breach of 
contract or tort. 
The range of use of loss concept in economic sciences and real economic practices is very broad and requires 
additional discussions. Dictionaries of economic terms define losses as: 1) diminution of economic benefits which 
GLIIHUVIURPRWKHUFRVWVLQLWVQDWXUHLVPDWFKHGZLWKUHYHQXHVDQGGLUHFWO\UHODWHGWRSURILWV9DLWNHYLþLǌWơ
2) extracting less money from a transaction than one put into it (Farlex Financial Dictionary); 3) unrecoverable and 
usually unanticipated and non-recurring removal of, or decrease in, an asset or resource; 4) financial condition when 
expenditure exceeds profit, i.e., mismatch between costs and revenues; 5) diminution in investments (Business 
Dictionary); 6) the result of the profit (loss) account, when costs exceed revenues, as well as desperate debt 
(Žvirblis, 1998). As well as loss and damage concepts are always are mapped to each other, the dictionaries of 
economic terms define damage as: 1) monetary compensation awarded by a court to recompense for certain 
damages; 2) actual breach that reduces the economic value or utility (Farlex Financial Dictionary, Business 
Dictionary, A Dictionary of Business and Management). 
After the theoretical analysis performed, it could be conclude that although often used interchangeably, the 
concepts of loss and damage are not identical. In economic terms, the difference between loss and damages lies in 
that damage is perceived as the loss of property and property valuables protected by law and not based upon the 
economic value of the object, whereas loss is understood as the result of illegal activities or omissions of direct 
(costs incurred) or indirect (lost profits) property damage. Loss result in any cases reflects in object economic value 
reduction, and always evaluated in monetary terms.
3. Damage content under economic and legal perspectives
Both loss and damage concepts are used in the economic and legal literature. The place and time of using these 
concepts depend on a situation. Where a situation requires a broader and complex analysis encompassing the 
assessed and calculated loss that has been actually sustained, as well as sought and anticipated economic benefits 
that have not been achieved, the term of damage is used. 
In economic and legal literature the classification of loss and damage are overlapped. Damages could be analyzed 
from different perspectives, but authors distinguish four damages assessment criteria: 1) in accordance to the nature 
of values, 2) in accordance the wrongful act and the damage ratio; 3) in accordance to full compensation 
opportunity; 4) in accordance with an accurate assessment of the damage / loss. Damages content and assessment 
criteria are presented in Figure 1:
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Fig. 1. Damage and loss valuation criteria explanatory scheme. 6RXUFHSHUIRUPHGE\DXWKRUVEDVHGRQ0LNHOơQDV%DJGDQVNLV
2008; Civil Code of the Republic of Lithuania, 2000)
The performed damage classification confirms that the damage concept is wider in comparison with loss concept, 
because in general damage is understood as a negative impact on the property and non-property values protected by 
law, the outcome of this impact. And loss, according to presented classification, is understood as final outcome of 
pecuniary direct and/ or indirect damage.    
Based on authors’ theoretical research, damage in comparison with loss is a broader concept because it includes 
both the tangible losses and lost profit, and includes not only financial, but also other forms of damages. The 
damage estimated in monetary form is understood as loss. The perception and usage of loss and damage concepts 
depends on the situation. If the situation requires a more complex evaluation and includes the estimated and the 
assessed actual losses, and expected economic benefits, but unrealized opportunities – the concept of damage is 
used. While the situation is under analysis when the valuation of financial terms is enough the concept of loss is 
used.
4. Loss economic assessment in micro and macro levels
Loss economic assessment process is important because it allows to distinguish the most sensitive and vulnerable 
subjects of economic activity, to assess the incurred loss, to estimate the possible lost benefit or income, and to 
increase the efficiency of economic system. However, in order to purposeful assess the economic loss, it is 
necessary to structure the analysis by two levels: micro (in the context of enterprise/ industry) and macro (country-
wide). Business losses incurred in micro level presented in Table 1.
In some cases economic analysis of losses are performed in two directions: 1. Lost Business Profit Analysis: 
Total Business Loss, Forced Market Exit/Shutdown, Exclusion from Market Entry, Loss of Business Opportunity, 
Partial or Temporary Business Loss, Product or Service Line Loss, Business Decline, Business Interruption, etc. 2. 
Lost Personal Earnings Analysis: Total or Partial Loss of Personal Income, Total or Partial Loss of Value of 
DAMAGE
In accordance 
with nature of 
values
PecuniaryNon-
pecuniar
Due to 
reason of 
li i i
Contractual Tort
In accordance 
with an accurate
assessment of the 
damage / loss
In accordance 
with full 
compensation 
opportunity
Fully 
compensated
Partially 
compensated
Gross 
losses 
Special 
losses
In accordance 
with the 
wrongful act 
and the damage 
ratio
DirectIndirect
Lost 
profit
Intangible
losses 
Incurred 
costs
Real
losses 
Physical 
(for person)
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Benefits, Loss or Diminished Value of Personal Property and Assets, Failure to Timely Receive Payments, Benefits, 
etc. 
Table 1. Business losses in micro level
Kind of loss Description Value of assessment
Material losses Related to the unforeseen costs in the production process or the direct raw 
materials, equipment, finished products losses.
Calculated in physical units and 
presented in terms of value.
Work losses Due to unforeseen events incurred working time losses (working hours, days). The 
reason for these losses may lead to poor work organization, lack of raw materials, 
machinery malfunction.
Calculated as a product of 
hourly labor costs and hours of 
work.
Financial losses Businesses suffered direct financial losses due to unforeseen payments, penalties, 
additional taxes, non-recovery of debts, losses due to theft, robbery, losses due to 
inflation or currency exchange.
Calculated in monetary value.
Time losses Forms during prolonged implementation of the project due to unforeseen 
circumstances - the creditor discontinuation or reduction of funding in time 
without the equipment or raw materials, due to the prolonged evaluation of the 
project at the bank, etc.
Calculate as the expected loss 
of revenue or profit.
Specific losses Related to the fall of enterprise prestige, employees health at work (accidents), a 
change in the political situation, strikes, protests, etc.
Calculated in appropriate units 
dependable on form of specific 
loss.
There are no any doubts when the economic losses are evaluated on the enterprise level, but the interpretation of 
this concept on the national country-wide level require additional analysis. The academic literature (Van Dijk, 
Verboven 2008, 2009; Png 2005; Hall, Lazear 2000; Page 1996) highlights that a country-wide economic 
assessment of loss is an extremely complicated process requiring the comparison of actual results with potential or 
desirable results which calculation and assessment is complicated due to the abundance and variety of objects that 
are measured. Losses in macro level could be analyzed from several perspectives. First off all state budget incurred 
losses because of non-paying taxes. The enterprises in order to avoid paying income tax, unnecessarily reduce 
income, increase costs or allowed deductions include to the costs. For most such cases, the economic loss to the state 
budget is equal to the amount of unpaid taxes. However, state budget can incur lot more losses: 1) economic losses 
due to migration, 2) due to changes in labour market, 3) due to inflation, 4) due to shadow economy, etc. Each 
economic situation is different, depends on many factors and requires addition investigation.   
In order to objectively assess the economic losses, it is applicable: 1) to assess losses causes, determinants, 
exceptional features and consequences; 2) as more as accurately determine the beginning period and the end of the 
loss origin; 3) to develop an assessment methodology (the optimal set of micro/ macro/ financial indicators, which 
allow to quantify the economic losses) adapted for each case separately.
4. Conclusions
The damage concept in comparison with loss is a broader concept because it includes both the tangible losses and 
lost profit, and includes not only financial, but also other forms of damages. The damage estimated in monetary 
form is understood as loss. The perception and usage of loss and damage concepts depends on the situation. 
Commonly loss is understood as final outcome of pecuniary direct (incurred costs) and/ or indirect (lost profits) 
damage. Loss result in any cases reflects in object economic value reduction, and always evaluated in monetary 
terms.
If the situation requires a more complex evaluation and includes the estimated and the assessed actual losses, and 
expected economic benefits, but unrealized opportunities – the concept of damage is used. While the situation is 
under analysis when the valuation of financial terms is enough the concept of loss is used.
Economic processes taking place in the national economy are needed to learn how to measure. The process of 
loss economic assessment appears to be a complicated and multidimensional process determined by a number of 
different factors and circumstances. Therefore, there no single and uniform method that would suit to assess losses 
in all situations. Each situation of economic loss assessment requires a detailed analysis and assessment 
methodology that reveals its unique specifics.
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